International 
Marketing Information 
Series 


as 


Foreign Economic Trends 
and Their Implications 
for the United States 


MALTA 


NOVEMBER 


PREPARED BY 
AMERICAN EMBASSY 
VALLETTA 


Prepared by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 
Industry and Trade Administration 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. An- 
nual subscription, $50. Foreign mailing, $12.50 additional. Single copies, 50 cents, available from 
Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 








KEY ECONOMIC INDICATORS - MALTA 
All figures are in U.S. dollars, unless otherwise indicated. "m"' denotes millions 


1976 1977 1978 (Est.) 1977 to 1978 
! % change 
Average Exchange Rate 


One Malta Pound = $2.3435 | $2. 3688 $2.5974 
INCOME, PRODUCTION §& EMPLOYMENT 

GNP, current prices 522.2m 613. 3m 763. 6m 
GNP, per capita 1,712 1,985 2,463 
GDP, at factor cost 444.1m 520.9m 658.2m 


Gross Manufacturing Output, 
current prices 315.2m 398. 4m 489.1m 


Labor Force (persons) 115,416 | 119,554 120,355 
Official Unemployment Rate (%) 4.2 4.2 3.5 


MONEY AND PRICES 

Money Supply (M)) 

Central Bank Discount Rate (%) 

Retail Price Index (1974 = 100) 
BALANCE OF PAYMENTS AND TRADE 

Balance on Current Account 

Increase in Official Foreign Reserves 
Total Official Foreign Reserves 
Exports (FOB) 

Exports to the U.S. 

Imports (CIF) 

Imports from the U.S. 

Major exports to the U.S. in 1978: Rubber gaskets, $1.6m; footwear, $1. 3m; 


spectacle frames, $0.7m. Major imports from the U.S. in 1978: Woven fabrics of 
cotton, $$9.8m; wheat and barley, $5.1m; corn, $4.2m. 


SOURCES: Central Bank of Malta, Quarterly Review; June, 1979 
Government of Malta Economic Survey; 1978 
IMF International Financial Statistics; August, 1979 
Malta Trade Statistics; December, 1978 








SUMMARY 


The Maltese economy recorded another strong performance in 1978 
following a number of years of truly impressive growth during the mid- 
1970s. Malta's real economic growth rate for 1978 was approximately 11 
percent, with GNP at market prices reaching 294 million Malta pounds (MMP) - 
equivalent to some $764 million. Malta's 1978 balance of payments surplus 
of some 50 MMP ($130 million) enabled the country to increase further its 
high level of foreign reserves. 1978 retail price inflation was less than 
5 percent, while official unemployment was reduced to 3.5 percent. 


Malta should experience a respectable level of real growth during 1979, 
provided the world economy remains healthy and reasonably open.to Maltese 
exports. The Maltese economy is in a strong position to adjust to the loss 
of economic benefits arising from the closure of the British military base, 
provided the Government slows down the rapid rate of increase in spending 
for social services or succeeds in attracting large amounts of foreign 
financial assistance. 


Given the small size of the Maltese market, traditional Maltese trade 
ties to Europe, and other factors, prospects for increased US exports to 
Malta must be described as generally mixed, although reasonably bright for 
certain capital goods and raw materials. Malta is making an increasing 
effort to attract export-oriented foreign direct investment and expand its 
role as a transhipment and regional services/processing center for the 
Mediterranean and Middle East. The Government offers various fiscal and 
other incentives to foreign investors. While wholly-foreign owned 
subsidiaries are permissible, Malta particularly encourages ventures that 
combine Western technology and management skills with Arab capital and 
participation by local investors. Both the Departments of State and 
Commerce in Washington and the US Embassy in Malta welcome the opportunity 


to assist U.S.’ business executives interested in expanding U.S./Maltese 
commercial relations. 


BND SUMMARY 





I. | CURRENT ECONOMIC SITUATION 


High Growth in the 70s 


In each of the past four years the real rate of growth of Malta's Gross 
Domestic Product has been at least ten percent, with real growth rates close 
to twenty percent in 1975 and 1976. The rates of growth in Maltese exports 
in these years have likewise been impressive and, in the mid 1970s at least, 
were primarily responsible for the high rate of real economic growth. 
Sharply higher earnings from tourism and large inflows into the Maltese 
Treasury due to income earned by the Central Bank on its foreign currency 
reserves invested abroad also fueled economic growth, as did the sizeable 
economic benefits accruing to Malta from the 1972 Malta/UK Military Facilities 
Agreement. That agreement, which terminated on March 31, 1979, provided for 
annual transfer of some 14 million pounds sterling to the Government of 
Malta as base rental payments and for a variety of other inflows of foreign 
exchange to Malta. 


The factors cited above permitted Malta to record substantial and continual 
balance of payments surpluses for the past several years, which in turn have . 
led to the accumulation of relatively large foreign exchange reserves. Malta's 
balance of payments surpluses have been all the more noteworthy because of 
the island's virtual absence of raw materials, a condition which necessitates 
the importation of nearly all industrial raw materials. Malta's small area 
Suitable for agricultugzal production, lack of adequate rainfall, and other 
factors have also resulted in the need to import some 75-80% of the country's 
food. As a result, Malta has traditionally run a merchandise trade deficit. 
This deficit is certain to continue in spite of the large increases in Maltese 
exports since the early 1970s, and more recent import substitution programs 
and other measures to reduce imports. 


1978 Economic Performance 


The Maltese economy remained healthy during 1978, with GNP at market prices 
increasing by 35.1 million Malta pounds (MMP) and reaching 294.0 MMP at year-end 
(equivalent to about $764 million). Based on a Maltese citizen population of 
310,400, Malta's 1978 per capita GNP was some $2,450, putting Malta solidly in 
the ranks of the middle income countries. (Calculation of the GNP per capita 
figure excluded the 20-25,000 non-Maltese citizens resident on the islands). 

The Government of Malta estimates that the rate of real growth in Gross Domestic 
Product was 11% in 1978, marginally higher than the 9% real growth rate recorded 
in 1977 but well below 1976's 17%. Inflation as measured by the Maltese retail 
price index was some 4.7% in 1978, about half of the 10% increase recorded a 

year earlier (which reflected the removal of many subsidies on essentials). 


Maltese industrial production grew by about 12% between 1977 and 1978. 
This growth was primarily attributable to an increase in production for local 
sale. In contrast, annual percentage increases in industrial production were 
significantly larger during the preceding three years and attributable largely 
to increased production for export. 
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The services sector of the Maltese economy had a banner year in 1978, with 
gross receipts from tourism up some 50% over the preceding year, and equal to 
nearly 40% of earnings from Maltese merchandise exports. Turnover at the 
Malta Drydocks, the Island's largest employer, rose by 25% to some $42 million, 
all the more noteworthy in view of the fierce competition among Mediterranean 
shipyards. 


Job creation is given a high priority by the present government. Excluding 
the 5 percent of the work force enrolled in the government's labor corps, at 
the close of 1978 Maltese statistics indicated official unemployment of 3.5% - 
4,188 unemployed out of a workforce of 120,355. Unemployment among young males, 
especially those without a job skill, is more acute and ceuld be in the 8-10% 
range, although widespread "moon-lighting" and other unreported employment 
tends to mitigate some of this apparent unemployment. 


Maltese merchandise exports rose from 104.1 MMP in 1977 to 117.2 MMP in 
1978 - a 12.6% increase. Coupled with a 20% decline in reexports, the 1978 
increase in total exports was well below the impressive year to year growth 
rates recorded during the mid-1970s. A significant slowdown in the rate of 
merchandise import growth, nonetheless, led to a decline (in terms of the Malta 
pound) in Malta's traditional trade deficit to 89.6 MMP, 7% less than in 1977. 
As in past years, moreover, the merchandise trade deficit was more than offset 
by net foreign exchange inflows from sales of services, investment income 
from abroad, and transfers, resulting in a current account balance of 32.1 MMP 
($83.4 million). Malta's balance of payments surplus, as measured by the 
net change in foreign assets of the monetary sector, was 47.5 MMP ($123.4 
million). At year-end 1978, Malta's official foreign exchange reserves were 
332.0 MMP, equivalent to $837 million, or nearly 18 months worth of imports 
at the average 1978 level. Maltese commercial banks and other financial 
institutions held an additional 46.3 MMP in foreign assets at the close of 
1978. 


Outlook for 1979 and 1980 


Available statistics suggest that the Maltese economy will have another 
good year in 1979, with a real rate of GDP growth in the 5-10% range, a 
current account roughly in balance, and a balance of payments surplus on 
the order of 10-20 MMP. These projections are made on the assumption that 
the world economy will remain healthy and reasonably open to Maltese exports - 
necessary caveats in view of the vulnerability of the Maltese economy. 


1979 and 1980 will be transitional years for the Maltese economy, as 
the country adjusts to the loss of economic and other benefits that resulted 
from the British military presence. In addition, as a result of events in 
Iran, Malta will be adjusting to a reduction in the use of the island as a 
"safe haven" or housing base by US oil companies. Malta will continue its 
efforts to expand and diversify its industrial base and to become a more 
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important Mediterranean center for ship repair/ship-building, tourism and 
other services. The Government of Malta should be able to adjust 
successfully to the foreign exchange effects of the base closure, aided by 
higher net invisible earnings and by the utilization of available foreign 
financial assistance. Should a current account deficit occur in either year, 
it would likely be countered by a net surplus on capital account, .resulting 
in little or no draw-down of Malta's relatively large foreign exchange reserves. 
If unforeseen circumstances result in a balance of payments deficit, such 
reserves could tide Malta over to permit time for an amelioration in the 
world economy or for implementation of appropriate domestic policies that 
could contribute to the reversal of the payments deficit. 


While the economy remains basically healthy, with due regard for the 
caveats mentioned above, several challenges remain to be faced in the next 
few years. Since its reelection in 1976, the MLP-led government has committed 
itself to sharply higher public spending for social services and concurrently 
has increased spending for capital projects. Financing these programs will 
pose a number of difficult fiscal and political problems. 


Another important challenge for Malta will be to continue the expansion 
and diversification of its industrial base, a task made more difficult by a 
shortage of managerial and marketing talent. Foreign private investment 
will play a crucial role in this process, particularly in providing new 
types of industries (to reduce the country's present dependence on clothing/ 
textiles/footwear) and marketing skills. 


A third challenge will be to confront Malta's very real water shortage, 
which is already acting as a damper on tourist and industrial development. 
Unfortunately there appear no quick, easy, or inexpensive remedies to this 
problem. 


II. IMPLICATIONS FOR THE UNITED STATES 


Export Opportunities 


While Malta's small size and traditional commercial ties to European 
suppliers suggest that Malta will not become a significant market for US 
exporters of goods and services, certain market opportunities exist. Malta's 
efforts to continue its industrial development and diversification, along 
with the country's virtual absence of natural resources, provide a market, 
albeit small, for both capital goods and appropriate raw materials. Malta's 
important textile/clothing/footwear sector offers opportunities for US 
piece goods, woven fabrics in rolls, and certain textile machinery, 
provided the CIF Malta prices from US suppliers are competitive. In addition, 
the Government's intention to encourage the further development of the 
Island's metal-working and related industries, typified by the Government's 
plans for a central foundry, may offer opportunities for capital goods sales. 
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Malta's water shortage also appears to offer opportunities to US 
manufacturers of water treatment and purification equipment. While the 
Government of Malta is still considering alternate approaches to ameliorate 
the water problem, major hotels and industrial users of large quantities 
of water are known to be considering the purchase of individual treatment 
Systems and equipment. A large grower of flowers, for example, recently has 


sought assistance in contacting prospective US suppliers of this type of 
equipment. 


US suppliers seeking sales in Malta often find that appointment of a 
reputable local agent is indispensible. The Department of Commerce's 
Agent/Distributor Service may be helpful in this regard if company 
representatives are unable to visit Malta. Alternately, some US corporations 
have entered the Maltese market through their European marketing subsidiaries 
or affiliates. Such an approach may result in savings in freight costs, 
often an obstacle to increased direct sales of US products to Malta, and 
consequently allow the supplier to quote competitive prices. Finally, the 
US supplier may wish to look at Malta as a possible jumping off point for 
export or re-export to the Arab markets of the Middle East and North Africa. 
The local agent for a line of US construction and earthmoving machinery, 


for example, has had considerable success in penetrating the Libyan market 
from Malta. 


Investments 


Malta offers various advantages as an investment ‘site, depending 
on the product a prospective investor intends to assemble or manufacture 
for export. Malta is a democratic country marked by almost neither 
civil or industrial unrest. Foreign investors in Malta may apply for 
certain fiscal incentives that include tax reductions on reinvested 
profits, Government-leased factories at nominal rates, and tax exemptions 
for imported capital equipment and raw materials. Malta has an Association 
Agreement with the European Community, which gives preferential access 
for most Maltese exports. Perhaps Malta's single most important investment 
incentive is its English-speaking, easily trainable and productive labor 
force. Local capital is available for investment on a joint venture 
basis. Malta and the United States are expected to sign an agreement to 
avoid double taxation in late 1979, 


Malta especially welcomes ventures in the metal working sector, those 
that employ predominately males, and those formed in partnership with Maltese 
capital. While wholly foreign-owned investments are acceptable, the 
Government of Malta has given increasing emphasis to promoting Malta as a 
site for "tripartite ventures", wherein Maltese labor could be joined with 
Western technology and marketing skills and Arab capital, the latter 
participation offering the possibility of preferred access to Arab markets. 
One American firm, for example, is in the final stages of putting together 
a project to manufacture pipe in Malta for export to Libya and other Arab 
countries. 





American business executives may also want to consider Malta as 
a location for a warehousing/servicing base for the company's Mediterranean 
area operations, for technical training institutes, or for a "housing 
base", where the families of employees working in inhospitable locations 
in the Middle East/North Africa may reside. Malta's advantages for the 
latter purpose include its pleasant environment and climate, English- 
speaking population, moderate cost of living, and the availability of 
a nursery plus twelve-grade school featuring the American curriculum. 
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